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[bookmark: _Toc7429247]Executive Summary
This report provides an analysis of the water industry, considering how compliant they are with Corporate Social Responsibilities (CSR) by applying their business practices to Carroll’s Pyramid of CSR 

The analysis will consist of considering the four levels of Carroll’s Pyramid of CSR and determining what activities water companies demonstrate that meet the various levels of the pyramid. The report will also examine the positive and negative aspects of countries privatising their water supply, followed by an examination of how sustainable current practices of water management are.

Results of the analysis showed that water supplier engaged with Carroll’s pyramid at all levels, however there were mixed results when considering how successfully they were able to meet the societal expectations particularly at a legal and ethical level. Privatisation has shown to provide variable results, while demonstrating water quality improvements particularly in developing counties it can result in a cost increase to consumers. Current water practices has been shown to be unsustainable and improvements will be necessary to avoid disastrous results.

Recommendations discussed include:

1. Host counties to review potential cost increase of privatisation and decide if this represents good value
2. Introduce regulations in developing counties to protect water supply from abusive industry practices 
3. Improvements necessary from private water companies to meet Carroll’s pyramid and demonstrate they are providing value to customers


[bookmark: _Toc7429248]1. Introduction 
[bookmark: _Toc7429249]1.1 Meaning of Corporate Social Responsibility

The United Nations (2019) describe Corporate Social Responsibility as “A management concept whereby companies integrate social and environmental concerns in their business operations and interactions with their stakeholders. CSR is generally understood as being the way through which a company achieves a balance of economic, environmental and social imperatives (“Triple-Bottom-Line- Approach”), while at the same time addressing the expectations of shareholders and stakeholders.”

Adi (2015) notes, CSR was seen as being oxymoronic until the late 70’s and is still a developing concept, as such there are many different definitions of CSR depending on who promotes them and the market to which the sponsor belong. It is therefore important to understand what is being referred to and practiced worldwide to ensure consistency. 

[bookmark: _Toc7429250]2.2 Shareholder Theory vs Stakeholder Theory

Shareholder theory was described by Friedman (1970 ) that the sole function of an organisation is to conduct the business in a way that will generate as much money as possible for the organisation while remaining within the basic rules of the society, as embodied in law and ethical custom. Shareholder theory therefore states that the social responsibility of an organisation is to generate profit for its shareholders and has no broader responsibility to society. 

Stakeholder Theory takes a broader perspective when viewing social responsibility and expands the range of people to which organisations have a responsibility, which it defines as stakeholders. Freeman (2010) defines the stakeholders of a company broadly as those (either group or individual) who are able to have an impact on the objectives of the organisation, and identifies the principle groups as customers, suppliers, employees, communities, and financiers.

Freeman suggests that focusing on any individual stakeholder, such as shareholders, at the exclusion of the others will ultimately result in poor performances for a business and their interest needs to be consider in combination for a business to be successful, therefore job of an organisation is to consider how the interests of all the stakeholders can be aligned.    
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[bookmark: _Toc7429252]2.1 Carroll’s Pyramid of Corporate Social Responsibility 

Carroll’s Pyramid is a conception of the various responsibilities that an organisation should meet to satisfy what is expected of them by society (Crane & Matten, 2016). These tiers of Carroll’s Pyramid are in order of escalation Economic, Legal, Ethical, and Philanthropic, and will be discussed further below:  
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Figure 1 Carroll’s pyramid of CSR (Carroll, 2016)

[bookmark: _Toc7429253]2.1.1 Economic Responsibilities

Economic responsibilities are the foundation of Carroll’s Pyramid and is the necessary requirement to be achieved for a business to be able to continue to function. Carroll (1991) states that for organisations “It is important to perform in a manner consistent with maximizing earnings per share” and that “It is important to be committed to being as profitable as possible.” (1991, p. 40). 

Thames Water’s have performed well economically, in 2015-16; they were able to produce an operating profit of £742 million and pay £82 million in dividends. Their economic model has been scrutinised as of the 2006 takeover, investors have removed at least £1.16 billion in dividends, while net debt has risen from £3.2 billion to £10.3 billion (Plimmer & Espinoza, 2017)

[bookmark: _Toc7429254]2.1.2 Legal Responsibilities 

Legal responsibilities are an organisations requirement to obey and operated within the given laws and regulations of their host country (Crane & Matten, 2016). As the second level of Carroll’s pyramid this seen as being required by society and not optional.

To maintain quality of water supply countries will establish rules and regulations that supplies will need to be in compliance with or face legal repercussions. Within England and Wales, water suppliers need to be compliant with regulations set by the Drinking Water Inspectorate (DWI) who provide oversight of water supplier to ensure that water is safe and of an acceptable quality by performing audits of providers and water sampling assessments (DWI, 2017). The Water Services Regulation Authority (Ofwat) was set-up in 1989 to economically regulate the newly established supplier and set price limits for what customers can be maximally charged (Ofwat, 2019). 
 
An example of failing to comply with their legal responsibilities can be seen with Thames water, who were fined £2 million relating to a sewage leak which resulted in 1.9 billion litres of sewage being pumped into the River Thames in 2015 as a result of the companies negligence (BBC, 2018), which followed up a fine of £20 million for sewage leaks in the previous 2 years 2013 and 2014 (BBC, 2017). Such lapses of an organisations legal responsibilities not only result in financial losses through fines, but negatively present an organisation in terms of CSR and instil a lack of consumer confidence and presumed incompetence. 

[bookmark: _Toc7429255]2.1.3 Ethical Responsibilities

Ethical responsibilities as described by Carroll’s pyramid are not seen as being required but are expected by society and would therefore show the organisation in a negative sense if not demonstrated (Carroll, 2016). 

One example of unethical activities from a water supplier is Nestle production of bottled water. Nestle, which is the largest producer of bottled water in the world has come under criticism from ecological activist groups for extraction of water for its products from a national forest area in California during a time of draught, under a permit which expired in 1988 (The Prisma, 2015). Although this action is legal in the United States, it does not show the company in a positive light and demonstrates a lack of ecological concern.

[bookmark: _Toc7429256]2.1.4 Philanthropic Responsibilities 

Philanthropic responsibilities occupy the top slot of Carroll’s pyramid and are seen as optional but beneficial and desirable to society, consisting of all kinds of business-related giving. Although not mandated it has to a certain extent come to be seen by society as part of the ‘social contract’ that businesses should give back for success they receive (Carroll, 2016).

An example of water companies acting in a Philanthropic manner can be seen with the bottled water supplier One Water. One Water as a social enterprise has pledged to use all its profits to providing clean water in the developing world, 10 million as of 2014, which currently has an estimated 780 million people without clean drinking water (Balch, 2014). Philanthropic activities can also be seen from water suppliers such as Anglian Water (2019) who work collaboratively with the charity Water Aid to raise money towards the charities work and raised £900,000 in 2017/18. Water Aid (2019) work with people in some of the worlds poorest countries who have no access to fresh or safe drinking water. 

[bookmark: _Toc7429257]2.2 Privatisation 

One of the proposed advantages of privatisations is through investment there can be an improvement in the quality of the product provided (Chetty & Luiz, 2014) identified that the privatisation of Mbombela’s water supply caused it to be in much better condition than if it had continued to be Municipality controlled and operated by one of its own departments. They however note that privatisation needs to be managed with appropriate key performance indicators as part of their contracts, to ensure pursuit of social goals is not sacrificed at the expense of pursuit of profits. This highlights the need to governments to be involved to ensure contract conditions of quality improvements and social developments are met. 

The Wall Street Journal (2012) highlights that infrastructural improvements are an aspect of water supply that public water supply are frequently incapable of delivering, and that in the US these necessary investments could cost up to $1 trillion, and that unrepresentatively low water rates that are politically incentivised have resulted in the necessary updates being delayed. By contrast, private enterprise without these constraints could charge a representative cost to the consumer enabling necessary developments. 

A criticism of the privatisation of water is that it can increase the cost of supply to the consumer as the supplier as a private entity is required to generate profit from the sale of water. A university of Greenwich study has shown consumers in England now pay £2.3 billion more for water than they would if not for privatisation, at the same point; none of the profit generated from this price increase has been reinvested into developments but have been extracted via dividends. (Plimmer, 2017). Developments instead have been financed via commercial borrowing, while private companies have access to forms of capital that state-owned organisations do not, these forms of borrowing are comparatively more expensive. 

[bookmark: _Hlk7277332]Following the wide adoption of privatisation of water supply, there has been a recent trend of remunicipalisation with 180 cities over 35 countries reinstated their water supply into public control (Lobina, et al., 2014). Most of these remunicipalisations have been in developed countries where water privatisation is unlikely to make a significant difference in water quality but result in a significant price increase, although there have been many developing countries that have remunicipalised also.   

[bookmark: _Toc7429258]2.3 Sustainability

Historically sustainability was seen in the sense conveyed by the Brundtland (1987) definition, which states, “Sustainable development is development that meets the needs of the present without compromising the ability of future generations to meet their own needs”.

Sustainability has since been viewed in a broader and more exact sense, which includes three pillars of sustainability Environmental, Economic and Social sustainability that all need to be considered for sustainability to be possible (Thwink, 2019):

Environmental sustainability - maintain rates of renewable resource harvest, pollution creation, and non-renewable resource depletion so that it can be continued indefinitely.

Economic sustainability - support a defined level of economic production indefinitely.

Social sustainability - allow social system to function at a defined level of social wellbeing indefinitely. 

Water is an incredibly valuable resource and is necessary for many different aspects of human activity. At the most basic level drinking water is necessary for life, which means it can be viewed as a basic human right (United Nations, 2014), however with the limited amount of water in the world which is fit for human use, around 1% of total water, and growing competition for industry water uses this basic right is not always observed (Crane & Matten, 2016). A factor that has created competition for this water is the industrialisation in the developing world supporting a growing middleclass population in Asian countries. This has resulted in the doubling of global water consumption ever 20 years, which has been described as unsustainable (Economist, 2008). 

There are now concerns that the water situation will become absolutely critical in the coming years, with countries such as Pakistan which passed the point of being water stressed in 1990 and whose current situation is set to become critical by 2025 if it is not addressed (Deutsche Welle, 2018). Pakistan’s water is mostly used for agriculture irrigation and is not currently regulated or taxed, the source of the water used comes mainly from the Indus system which depends on glacier and snow melt, two aspects that will become increasing absent with the onset of global warming (IMF, 2015 ). The IMF (2015 , p. 13), stated that to prevent the situation becoming critical they would need to “develop an integrated approach to water resource management that prioritizes conservation and sustainable water use through improved cost recovery, upgrading infrastructure, and bringing agriculture under the tax regime”. 

With the rapid expansion of the total population of the planet, there is soon to be an increase in the pressure put on water as a resource. With a current world population of almost 7.6 billion there are many cities in the world that are on the verge of running out of water including São Paulo, Bangalore, Beijing, Cairo, Moscow amongst others (BBC, 2018). With populations predicted to reach 9.8 billion
By 2050 (United Nations, 2017), it is even more important to conserve water wherever possible and protect local communities to ensure that drinking and sanitation water is given priority over industrial uses. Technology will need to play a role in conservation of water with new developments, such as systems designed to reuse water, eliminating losses of water within systems, and more effective pesticides which mean more water is reusable (EPA, 1993). 

[bookmark: _Toc7429259]3. Conclusion

This report has found that Carroll’s Pyramid of CSR is particularly relevant to water companies and highlights some of the ways where they have excelled and fallen short. In general, Water suppliers have been economically successful, however a certain amount of this success can be attributed to the fact that they operate in a monopoly situation where customers do not have an alternative option, as water is an absolute necessity.  While most water suppliers actively engage with CSR this report has found situations where suppliers have failed to meet the regulations legally required of them, or meet the ethical expectations of their customers.

Privatisation has been shown to have mixed results in practice, privatisation can provide an improvement in quality particularly in developing countries where the governmental provision is unable to meet demand or quality standards, although this may still require governmental oversight to ensure agreed standards are maintained. Privatisation generally comes with an increase in price to customers a factor that has encouraged some countries to remunicipalise and put water back in governmental control where this may be more cost efficient. Private companies do have access to additional streams of funding to complete maintenance and infrastructure updates, however this general comes with the added cost of interest, or requirements to pay dividends in return. 


Sustainability is particularly relevant to the water industry as there is a water shortage crisis in many countries, which is expected to get worse in coming years with population growth and developing countries industrialising. To ensure the sustainability of water supplies it will be necessary to improve technology around recycling of water to maximise its effectiveness and introduce regulation to prevent abusive industry practises of monopolising supply of water at the expense of the general populations drinking and sanitation water, particularly in developing countries.  

[bookmark: _Toc7429260]4. Recommendations 

1. Host countries should consider the advantages and disadvantages of having privatised water suppliers, they should consider if the quality of water would benefit from privatisation and if that would be worth the increase in cost to consumers. If it is not worth the increase in cost they should consider using this as a bargaining tool to lower costs or consider remunicipalisation of the service altogether
2. In order to protect the water supply to the general population countries should regulate how water supply can be used for industry and ensure that there is sufficient water for drinking and sanitation
3. Private water companies should aim to meet all levels of Carroll’s pyramids where they are currently failing to, in order to ensure they continue to be seen as a having a positive societal impact and engender good will amongst their consumer base and host government
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